
DOCKETED BY

YW

IN THE MATTER OF THE AP P LICATION OF
P INNACLE WES T CAP ITAL CORP ORATION
FOR AN ORDER OR ORDERS  AUTHORIZING IT
TO GUARANTEE THE INDEBTEDNES S  OF
ARIZONA P UBLIC S ERVICE COMP ANY.

I

4 I lllll I
0000078265

BEFORE THE ARIZONA CORPORATION C(1

2 COMMIS S IONERS

3

4

5

6

MIKE GLEASON - Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

Arizona Corporation Commission

DO C KETED

OCT 3 0 2001

DOCKET NO. E-01345A-06-0779
7

8

9

10

11

12

IN THE MATTER OF THE AP P LICATION OF
ARIZONA P UBLIC S ERVICE COMP ANY FOR
AN ORDER OR ORDERS  AUTHORIZING IT TO
IS S UE, INCUR, AND AMEND EVIDENCES  OF
LONG-TERM INDEBTEDNES S  AND S HORT-
TERM INDEBTEDNES S , TO EXECUTE NEW
S ECURITY INS TRUMENTS  TO S ECURE ANY
S UCH INDEBTEDNES S , TO REP AY AMOUNTS
P AID UNDER ANY P INNACLE WES T CAP ITAL
CORP ORATION GUAR.ANTEE OF ARIZONA
P UBLIC S ERVICE COMP ANY INDEBTEDNES S
AND FOR DECLARATORY ORDER.

13

DECIS ION NO. 6 9 9 4 7

OPINION AND ORDER

DATE OF HEARING:

14

15

16

17

18

19

PLACE OF HEARING:

ADMINISTRATIVE LAW JUDGE:

J uly 23, 2007

P hoe nix, Arizona

Lyn Fa rme r

IN ATTENDANCE: Mike  Gle a son, Cha irma n
Kris tin K. Ma ye s , Commiss ione r20

21 APPEARANCES: Mr. Thoma s  L. Mum a w a nd Ms . Me gha n Gra ble , on
beha lf of Arizona  Public Se rvice  Company; and

22

23

Ms . J a ne t Wa gne r, S e nior Couns e l, Le ga l Divis ion, on
b e h a lf  o f t h e  Ut ilit ie s  Div is io n  o f t h e Arizona
Corpora tion Commiss ion.

24
B Y THE  C O MMIS S IO N:

25

26
On De ce mbe r 15, 2006, Arizona  P ublic S e rvice  Compa ny ("AP S " or "Compa ny") file d a

ve rifie d a pplica tion with the  Arizona  Corpora tion Commiss ion ("Commiss ion") for a uthoriza tion to:

1) incur the  Continuing Long-Te rm De bt, 2) re de e m, re fina nce , re fund, re ne w, re is s ue , roll-ove r,
27

28
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1 re pa y a nd re -borrow from time  to time  such Continuing Long-Te rm De bt, a nd e s ta blish a nd a me nd

2 the  te rms  a nd provis ions  of Continuing Long-Te rm De bt from time  to time , 3) incur the  Continuing

3 Short-Te rm Debt, 4) redeem, re finance , re fund, renew, re is sue , roll-ove r, repay, and re -borrow from

4 time  to time  such Continuing S hort-Te rm De bt, a nd e s ta blish a nd a me nd the  te rns  a nd provis ions  of

5 Continuing S hort-Te rm De bt from time  to time ; 5) de te rmine  the  form of s e curity, if a ny, for the

6 Continuing Long-Te rm De bt a nd the  Continuing S hort-Te rm De bt, e xe cute  a nd de live r one  or more

7 S e curity Ins trume nts  in conne ction with the  Continuing Long-Te rm De bt a nd the  Continuing S hort-

8 Te rm Debt, and e s tablish and amend the  te rms  and provis ions  of any such Security Ins truments  from

9 time  to time ; a nd 6) re imburs e  a ny a mounts  pa id by P inna cle  We s t Ca pita l Corpora tion ("P WCC")

10 unde r a ny Gua ra nte e . P WCC a ls o file d a n a pplica tion (toge the r, "J oint Applica tion") purs ua nt to

l l A.A.C. R14-2-806 re que s ting a n ongoing wa ive r or a uthoriza tion unde r A.A.C. R14-2-803 for

12 PWCC to gua rantee  the  indebtedness  of APS from time  to time . APS furthe r reques ted a  decla ra tory

13 order tha t confirms tha t only traditiona l indebtedness  for borrowed money constitutes  an "evidence  of

15 prior Commis s ion a uthoriza tion  a nd do not count a ga ins t the  Continuing Long-Te rm De bt or

16 Continuing Short-Te rm debt authoriza tions  reques ted in the  applica tion.

17 On Ja nua ry ll, 2007, AP S  a nd P WCC file d a  le tte r wa iving the  re quire me nts  of A.A.C. R14-

18 2-806's  thirty da y "time  clock" for ruling on re que s ts  for wa ive rs  of the  Commiss ion's  a ffilia te  rule s .

19 On March 6, 2007, APS and PWCC tiled a  Notice  of Publica tion.

20 On Ma y 18, 2007, the  Commis s ion's  Utilitie s  Divis ion ("S ta ff") tile d its  S ta ff Re port. In its

21 re port, S ta ff re comme nde d conditiona l a pprova l of the  va rious  fina ncing tra nsa ctions  a nd de nia l of

22 the  re que s t for a  de cla ra tory orde r.

23 On May 29, 2007, APS and PWCC filed the ir comments  to the  S ta ff Report.

24 On June 22, 2007, a  Procedura l Order was issued se tting the  matter for hearing.

25 On J u ly 18 , 2007, S ta ff file d  the  te s timony of Gordon L. Fox, a nd  AP S  file d  its  lis t o f

26 witne s s e s  a nd e xhibits .

27 The  hearing was he ld as  scheduled on July 23, 2007. Ms. Barbara  Gomez, Vice  President and

28 Tre a s ure r of AP S  a nd P WCC, te s tifie d on be ha lf of AP S , a nd Mr. Gordon Fox, Fina ncia l Ana lys t
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2

l Manager, te s tified on beha lf of S ta ff No members  of the  public appea red to make  public comment.

On August 1, 2007, APS tiled its  la te -filed exhibits  Nos . 4 and 5.1

3 * * * * * * * * * *

4

5

Ha ving cons ide re d the  e ntire  re cord he re in a nd be ing fully a dvis e d in the  pre mis e s , the

Commission finds , concludes , and orders  tha t:

6
F INDING S O F FACT

7

8

9

10

11

12

13

14

APS  is  a  public se rvice  corpora tion principa lly e nga ge d in furnishing e le ctricity in the

S ta te  of Arizona . AP S  provide s  e ithe r re ta il or whole s a le  e le ctric s e rvice  to s ubs ta ntia lly a ll of

Arizona , with the  ma jor e xce ptions  of the  Tucs on me tropolita n a re a  a nd a bout one -ha lf of the

Phoenix me tropolitan a rea . APS a lso gene ra te s , se lls  and de live rs  e lectricity to wholesa le  cus tomers

in the  western United Sta tes .

On December 15, 2006, APS and PWCC filed the  Joint Applica tion.

Notice  of the  Applica tion wa s  publis he d in the  Arizona  Re public on Fe brua ry 24,

2007. Notice  of the  he a ring wa s  publishe d in the  Arizona  Re public on June  30, 2007 in accordance

3.

15

16
with the  June  22, 2007, Procedura l Order.

4. The  hearing commenced on July 23, 2007 and tes timony and evidence  was  presented
17

by APS and S ta ff.
18

Long-Term and Short-Term Debt
19

20

21

22

APS curre ntly ha s  fina ncing a uthority pursua nt to De cis ion No. 55017 (Ma y 6, 1986)

which a llows  the  Compa ny to ha ve  long-te rm inde bte dne s s  (including curre nt ma turitie s ) in a n

a ggre ga te  principa l a mount of up to $$,698,917,0002 a nd pursua nt to De cis ion No. 65796 (April 4,

2003) which a uthorize d AP S  to is s ue  $500 million of long-te rm de bt a nd to loa n the  proce e ds  to

P WCC or P inna cle  We s t Ene rgy Corpora tion ("P WEC"), its  me rcha nt s ubs idia ry, to fina nce  the
23

24

25

26

27

28

1 Exhibit No. 4 is in response to Commissioner Mayes' request for additional detail regard the construction expenditure
projections contained in the APS response to Staffs Data Requests, as reflected in Staff Exhibit No. 1. Exhibit No. 5 is
an update of the proposed ordering language contained in Exdlibit F to APS Exhibit No. 2.
2 Decision No. 55017 also allows redemptions, reiinancings, refundings, renewals, reissuances, and roll-overs of
outstanding debt, the incurrence or issuance of long-term debt and the amendment or revision of any terms or provisions
of or relating to any long-term debt, as long as the total long-term debt at any one time outstanding does not exceed
$2,698,917,000 during any period of more than 30 days.

2.

1 .

5.
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1 cons truction of PWEC's  e lectric gene ra ting plants .3 The  tota l current authorized long-te rm debt limit

2

3

is $3,198,917,000.

6. The  Joint Applica tion re que s ts  a uthoriza tion to incre a se  the  long-te rm inde bte dne ss

4

5

6

7

8

9

10

11

1 2

1 3

limita tion se t forth in Decis ion No. 55017 so tha t APS  may have , a t any one  time  outs tanding, up to

a n a ggre ga te  principa l a mount of long-te rm inde bte dne ss  of $4.2 billion, including the  $500 million

a uthorize d in De cis ion No. 65796. AP S  a ls o re que s ts  tha t, s imila r to De cis ion No. 55107, the

a uthoriza tion pe rmit a ny re de mptions , re fina ncings , re fundings , re ne wa ls , re is sua nce s , roll-ove rs ,

repayments , and re -borrowings  of such outs tanding indebtedness , the  incurrence  or issuance  of any

a dditiona l long-te nn inde bte dne ss , a nd the  e s ta blishme nt, a me ndme nt, or re vis ion of a ny te rms  or

provis ions  of or re la ting to a ny long-te rm inde bte dne s s , a s  long a s  tota l long-te rm inde bte dne s s

(including current maturitie s  the reof) a t any one  time  outs tanding does  not exceed $4.2 billion for any

pe riod of more  tha n 30 da ys .4 This  a uthoriza tion would supe rse de  the  long-te rm inde bte dne s s

limita tion a uthorize d by De cis ion No. 55017 a nd would include  the  de bt a uthorize d by De cis ion No.

14 65796.

1 5

1 6

1 7

1 8

19

20 8.

21

22

23

24

se ve n pe rce nt (7%) of its  ca pita liza tion without Commiss ion a pprova l, but re s tricts  the  re funding or

roll-ove r of a ny such note s . De cis ion No. 54230 (Nove mbe r 8, 1984) a llows  APS  to re is sue , re ne w,

and re se ll any such short-te rm indebtedness  with or into additiona l short-te rm indebtedness , a s  long

as the  seven percent limit is  not exceeded.

AP S  witne s s  Gome z te s tifie d tha t a s  AP S  continue s  to grow, s o doe s  its  ne e d for

working capita l. As  APS ' load has  grown, APS has  an increased exposure  to contracted commodity

and purchased power which have  colla te ra l provis ions  tha t can re sult in s ignificant liquidity demands

a s  ma rke t price s  cha nge . This  incre a s e d liquidity re quire d to re s pond to vola tile  a nd incre a s ing

colla te ra l requirements  has  caused the  need for short-te rm debt in excess  of the  currently authorized

25 a m ount. According to witne s s  Gome z, the  Compa ny re ce ntly comple te d a n a s s e s s me nt of its

26

27

28

3 Decision No. 65796 specified that the $500 million financing would not be classified or treated as continuing debt in the
context of the debt limits contained in Decision No. 55017.
4 Allowing the long-term debt limit to be exceeded for a period of thirty days or less enables APS to issue new long-term
debt in advance of an upcoming planned redemption. APS Exhibit l, Affidavit of Barbara M. Gomez, Vice President and
Treasurer of APS and PWCC.

7.
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1

2

liquidity ne e ds  a nd de te rm ine d tha t a n a dditiona l $500 m illion s hort~te rm  de b t a uthoriza tion wa s

necessary.5

9.3

4

5

6

7

8

9 establishment, amendment, or revision of any terms

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

In the Joint Application, APS requests Commission authorization to issue short-term

debt at any time and from time to time (excluding current maturities of long-term debt) in an amount

not to exceed the  sum of: (i) seven percent (7%) of the  Company's  capita liza tion and (ii) $500

million. APS requests  that such authorization permit any redemptions, refinancings, refundings,

re ne wa ls , re is sua nce s , roll-ove rs , re pa yme nts , a nd re -borrowings  of a ny such outs ta nding

indebtedness , the  incurrence  or is suance  of any additiona l short-te rm indebtedness , and the

or provis ion of or re la ting to any short-te rm

indebtedness, as long as total short-term indebtedness at any one time outstanding (excluding current

maturities of long-term debt) does not exceed, for a period of more than thirty (30) days, the sum of:

(i) s e ve n pe rce nt (7%) of the  Compa ny's  ca pita liza tion a nd (ii) $500 million without furthe r

Commission authorization.

10. APS proposes  to de te rmine  the  na ture  of the  Continuing Long-Te rm Debt and

Continuing Short-Term Debt, the maturities, the interest and/or discount rates, the necessity for and

form of any security, the applicable financial markets (e.g., whether domestic or foreign) or lenders,

the nature (e.g., whether public or private) of the offerings or borrowings, and the type or types of

transaction in which debt would be sold or incurred, by reference to the conditions in the financial

markets at the time(s) of commitment or sale. According to APS, the terms would be negotiated with

the intent of obtaining the most favorable results for the Company and its customers.

l l . APS proposes that the net proceeds from its issuances of Continuing Long-Term Debt

and Continuing Short-Te rm Debt will be  applied, directly or indirectly, to augment the  funds

available to finance its construction, resource acquisition and maintenance programs, to redeem or

retire outstanding securities, to repay or refund other outstanding long-term or short-term debt, and to

meet certain of the Company's working capital and other cash requirements.

26

27

28

5 This estimate includes $250 million for normal working capital requirements; $350 million for additional collateral
needed if the price of gas moved by 33 percent; and $110 million for collateral contracts and $175 million for prepaid fuel
requirements if APS were to become non-investment grade. These items provided the basis for the requested additional
$500 million. TR pp 27-28, 113-115.
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1 According to  the  J oint Applica tion, AP S  be lie ve s  tha t the  propos e d is s ua nce  or

2  in c u rre n c e  o f th e  C o n tin u in g  Lo n g -Te rm De b t a n d  th e  C o n tin u in g  S h o rt-Te rm De b t,  th e

3 es tablishment and amendment of any te rms  and provis ions  of long-te rm or short-te rm indebtedness ,

4 the  e xe cution a nd de live ry of s e curity ins trume nts , a nd the  e s ta blis hme nt a nd a me ndme nt of a ny

5 te rms  a nd provis ion of the  se curity ins trume nts  a re  for la wful purpose s  tha t a re  within its  corpora te

6 P owe rs  a nd a re  compa tible  with the  public inte re s t, with s ound fina ncia l pra ctice s , a nd with the

7 prope r pe rforma nce  by the  Compa ny a s  a  public s e rvice  corpora tion a nd will not impa ir its  a bility to

8 pe rform tha t se rvice , and tha t furthe r, they a re  reasonably necessa ry or appropria te  for such purposes

9 and tha t such purposes  a re  not, wholly or in pa rt, re a sonably cha rgeable  to the  Company's  ope ra ting

10 e xpe nse s  or to income , e xce pt to the  e xte nt re quire d by ge ne ra lly a cce pte d a ccounting principle s  or

l l by othe r accounting requirements  applicable  to the  Company, including regula tory requirements . To

12 the  e xte nt tha t the  purpose s  ma y be  cons ide re d re a sona bly cha rge a ble  to ope ra ting e xpe nse s  or to

13 income, APS requests  tha t the  Commission authorize  such charge(s).

14 13. S ta ff provided te s timony based upon its  financia l review and ana lys is  and included an

15 e ngine e ring a na lys is  a nd re vie w in its  file d S ta ff Re port. S ta flf's  witne ss  te s tifie d tha t the re  a re  two

16 ove rriding cons ide ra tions  tha t the  Commiss ion should use  in making its  de te rmina tion whe the r or not

17 to gra nt the  a uthoriza tions . The  firs t is  whe the r a  compa ny ha s  the  te chnica l a nd fina ncia l e xpe rtis e

18 to ma ke  de cis ions  on a n ongoing ba s is  unde r a  ge ne ra l a uthoriza tion a s  re que s te d in the  J oint

19 Applica tion, or whe the r a  compa ny should be  re quire d to a pply for spe cific a uthoriza tions  on a  ca se -

20 by-ca s e  ba s is . S ta ff note d tha t unde r a  ge ne ra l a uthoriza tion a  compa ny ha s  more  fle xibility a nd

21 when used prope rly, it can provide  many bene fits  to not only a  company, but a lso to its  ra tepaye rs .6

22 S ta ff conclude d tha t AP S  ha s  the  te chnica l a nd fina ncia l e xpe rtis e  to ope ra te  unde r a  ge ne ra l

23 a uthority, citing APS ' he a lthy ca pita l s tructure , its  his tory of prompt ra te  ca se s  a nd e me rge ncy ra te

24 ca se s , and its  reques ts  for re cove ry of unde r-colle ctions  of the  adjus tor mechanism. S ta ff a lso noted

25 AP S ' de mons tra te d a bility to us e  its  fina ncia l fle xibility to be ne fit a nd lowe r its  ca pita l cos ts , a nd

26 indica te d tha t the  Compa ny a ls o ne e ds  tha t fle xibility to ma na ge  its  ope ra ting ca s h ne e ds  we ll.

27

28 s TR p. 177.

1 2 .
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1. The  loa d a nd cus tome r growth ra te s  of APS  a re  re a sona bly proje cte d ba se d on pa s t
load and cus tomer growth ra tes  and overa ll popula tion growth expected for Arizona .

2. The  cus tomer re liability measures  for the  la s t five  yea rs  on an aggrega te  sys tem bas is
indica te  APS is  managing its  dis tribution sys tem on a  comparable  pa r with the  be tte r
pe rforming utilitie s  in the  na tion with re ga rd to re lia bility. AP S  is  in a  good pos ition
to  con tinue  th is  tre nd  with  con tinue d  e mpha s is  on  re lia b ility a nd  a ppropria te
infra s tructure  inves tment.

3. APS  is  mddng inves tment in its  capita l plant ove r the  next five  yea rs  in a  manne r tha t
indica te s  new cus tomers  will be  adequa te ly and time ly se rved and a ll cus tomers  can
e xpe ct a  re a s ona ble  le ve l of re lia bility. AP S ' Five  Ye a r Cons truction Work P la n is
a ppropria te  a nd a s socia te d cos t e s tima te s  a re  re a sona ble . Howe ve r, this  doe s  not
imply a  specific tre a tment or recommenda tion for ra te  ba se  or ra te  making purposes
in AP S ' future  ra te  filings .

4. S ta ff finds  tha t AP S ' growth, re lia bility a nd ca pita l inve s tme nt pla ns  a re  inte gra lly
related and dependent on access to capital.7

1 5 .

16.

1 Secondly, Staff recommended that the Commission should consider the integrity of the management

2 of the Company. Staff points out these considerations because unless the Commission believes the

3 Company meets them, adding conditions such as equity ratios or modified debt service ratios may

4 ultimately do little to protect the Company's ratepayers.

5 14. According to the Engineering Staff Report, Staff reviewed APS' anticipated load and

6 customer growth, customer re liability s ta tis tics , and the  2007-2011 Construction Work Plans and

7 concluded tha t:

8

9

1 0

l l

1 2

1 3

1 4

1 5

1 6

1 7

18 APS filed its  la te -filed APS Exhibit No. 4, which included the  de ta iled project-by-

19 project description and projected cash flows  for 2007 to 2011 for nuclea r, foss il, transmiss ion,

20 distribution, and general plant.

21 Staffs financial review and analysis of the Joint Application indicated that an increase

22 in APS' long-term debt to $4.2 billion would create a capital structure of 43.3 percent equity and 56.7

23 percent long-term debt.8

24 Staff analyzed the financial effects of the requested authorizations and concluded, with

25 Staff's modifications, that the request is within APS' corporate Powers, is compatible with the public

26 inte re s t, would not impa ir APS ' ability to provide  se rvice  and would be  cons is tent with sound

27

28

17.

7 Sta ff Exhibit No. 1, S ta ff Report, Attachment A p. 6.
8 Approva l of the  J oint Applica tion will not e limina te  the  40 percent common equity tes t for is s ua nce of dividends  a s
required in Decis ion No. 65796 (April 4, 2003) TR p. 68.
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1 financia l practices  if a fte r the  debt issuance , the  conditions  recommended by Sta ff a re  met.

2 18. S ta ff re comme nde d incre a s ing the  long-te rm de bt thre shold to $4.2 billion subje ct to

3 the  following conditions : (1) common e quity d ivide d  by common e quity a nd  long-te rm de bt

4 (including curre nt ma turitie s ) is  40 pe rce nt or gre a te r us ing the  mos t re ce nt a udite d fina ncia l

5 s ta te me nts  a djus te d to re fle ct cha nge s  to outs ta nding de bt; a nd (2) the  de bt se rvice  cove ra ge  ra tio

6 ("DS C") a s  modifie d to e xclude  principa l de bt re pa yme nts  ("Modifie d DS C"), mus t be  e qua l to or

7 greater than 2.0.

8 19. S ta ff recommended authoriza tion for APS to incur short-te rm debt in an amount not to

9 e xce e d $500 million a bove  s e ve n pe rce nt (7%) of tota l ca pita l provide d tha t "(l) the  e xce s s  ove r 7

10 pe rcent of tota l capita l sha ll be  used sole ly for cos ts  re la ting to na tura l gas  or power purchases  and (2)

l l AP S  ha s  a n a uthorize d a djus tor me cha nis m for re cove ry of the s e  kinds  of cos ts ."9 S ta ff a ls o

12 re comme nde d tha t if AP S ' a djus tor me cha nis m is  te rmina te d, "the  s hort-te rm de bt a uthoriza tions

13 gra nte d should continue  for a n a dditiona l twe lve  months ."10

14 short-te rm de bt ba la nce s . Curre ntly, the  s hort-te rm limit of s e ve n pe rce nt of ca pita liza tion is

15 a pproxima te ly $425  million , a nd  with  the  a dd itiona l $500  million , the  to ta l s ho rt-te rm de b t

16 a uthoriza tion would be  $925 million.

17 20. S ta ff re comme nde d tha t the  a uthoriza tions  to incur s hort-te rm a nd long-te rm de bt

18 obliga tions  s hould re pla ce  a ll e xis ting a uthoriza tions  to incur ne w s hort-te rm a nd long-te rm de bt

19  ob liga tions , a nd  tha t a ll e xis ting  a u tho riza tions  to  incu r ne w s hort-te rm a nd  long-te rm de b t

20 obliga tions  should te rmina te  upon the  e ffective  da te  of this  Decis ion, and tha t a ll exis ting obliga tions

21 remain va lid. S ta ff te s tified tha t this  recommenda tion does  not a ffect the  authoriza tions  re la ted to the

22 Palo Verde sa le /leaseback transactions/obligations conta ined in Decision Nos. 55120 and 55320.11

23 21. In its  initia l S ta ff Re port, S ta ff a lso re comme nde d tha t the  "short-te rm a nd long-te rm

24 de bt le ve ls  a uthorize d in this  proce e ding te rmina te  on De ce mbe r 31, 2012."12 In re sponse  to AP S '

25 comments , S ta ff agreed tha t only authoriza tions  of new debt should te rmina te  a t December 31, 2012,

26

27

28

This  would a llow AP S  to a ddre s s  its

9 Sta ff Exhibit No. 2, Fox Direct Tes timony, p. 12.
10 road.
11 TRpp. 155-156, 171, 174-175.
12 Staff Exhibit No. 1, Sta ff Report, p. 6.

8 De cis ion No. 69947
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1 a nd tha t e xis ting obliga tions  a t tha t da te  should re ma in va lid. In its  Comme nts , APS  re que s te d tha t

2 the  De ce mbe r 31, 2012 te rmina tion da te  be  e xte nde d until the  Commiss ion is sue s  a  ne w fina ncing

3 orde r re pla cing the  the n-e xis ting  orde r, provide d tha t "(a ) AP S  file s  a n  a pplica tion  for a  ne w

4 fina ncing orde r on or be fore  De ce mbe r 31, 2011 a nd (b) the  Commis s ion ha s  not is s ue d a n orde r

According to AP S , this  will "e nsure

. . . 14
a  pubic s e rvlce  corpora tion."

6ffe0£$.»,15

5 pursuant to such applica tion on or be fore  December 31, 2012."'3

6 tha t AP S ' a bility to a cce s s  the  ca pita l ma rke ts  is  not a bruptly te rmina te d, which would prohibit AP S

7 from funding its  ongoing ope ra tions  a nd me e ting its  obliga tions  a s

8 S ta ff a gre e d with AP S ' sugge s tion a s  it pe rta ins  to short-te rm a uthoriza tions  due  to the  imme dia te

9 ne e ds  to ftmd na tura l ga s  a nd powe r a cquis itions , but dis a gre e d a s  a pplie d to long-te rm de bt. S ta ff

10  note d  tha t "the  ne e ds  for long-te rm de bt a re  of a  d iffe re nt na ture  a nd ha ve  gre a te r long-te rm

l l Because  the  Company could file  a  request for a  specific debt issuance , ins tead of ra is ing

12  the  ge ne ra l th re s ho ld , S ta ff re comme nds  tha t the  Commis s ion  no t p re ma tu re ly a s s e s s  the

13 circumstances  tha t may exis t in the  future , but ins tead re se rve  its  decis ion until the  circumstances  a t

1 4  th a t time  ca n  b e  e va lu a te d . We  a gre e  with  th is  re comme nda tion  o f S ta ff. Although the

15 a uthoriza tions  to is sue  ne w long-te rm de bt pursua nt to this  De cis ion will e xpire , APS  ha s  the  a bility

16 to a sk for specific financing approva l for any necessa ry purpose , and knowing the  expira tion da te  will

17 a llow it to pla n a ccordingly.

18 22. AP S  re que s te d tha t to the  e xte nt tha t the  purpos e s  of the  de bt ma y be  cons ide re d

19 re a sona bly cha rge a ble  to ope ra ting e xpe nse s  or to income , AP S  be  a uthorize d to is sue  such de bt.

21 evidences  of indebtedness , it must firs t secure  an order from the  Commission s ta ting "the  purposes  to

22 which the  is sue  or proceeds  the reof a re  to be  applied, and tha t, in the  opinion of the  commiss ion, the

23 is s ue  is  re a s ona bly ne ce s s a ry or a ppropria te  for the  purpos e s  s pe cifie d in the  orde r, purs ua nt to

24 se ction 40-301, a nd tha t, e xce pt a s  othe rwise  pe rmitte d in the  orde r,

25 or in  pa rt, rea s onably cha rgeable  to  ope ra tive  expens es  or to  income ." (e mpha s is  a dde d) AP S

26 did not offe r a ny e xpla na tion of why it ne e de d to is s ue  de bt tha t would be  cha rge a ble  to ope ra ting

27

28

s uch purpos es  a re  not, wholly

13 APS Exhibit No. 2, APS Comments, p. 9.
14 Ibid.
15 Staff Exhibit No. 2, Fox Direct Testimony, p. 9.
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1 e xpe nse s  or to income , e xce pt to s a y tha t the  purpose s  for which it pla ns  to use  the  de bt ma y be

2 re quire d by Ge ne ra lly Acce pte d Accounting P rinciple s  ("GAAP ") or "othe r a ccounting re quire me nts

3 a pplica ble  to  the  Compa ny" to  be  cha rge d to  ope ra ting e xpe ns e s  or income . Th is  is  n o t a n

4 e xpla na tion, but jus t re cognition tha t the  "purpos e " ha s  be e n found to be  cha rge a ble  to ope ra ting

5 expense  or income.

6 23. The  orde ring la ngua ge  propos e d by AP S  in its  la te -tile d Exhibit 5 (" ... a nd to me e t

7 ce rta in of the  Compa ny's  working ca pita l a nd othe r ca s h re quire me nts . S uch purpos e s  a re  within

8 those  pe rmitte d by A.R.S . S e ction 40-301 a nd a re  pe rmitte d re ga rdle s s  of the  e xte nt to which the y

9 ma y be  re a s ona bly cha rge a ble  to ope ra ting e xpe ns e s  or to income .") is  ve ry broa d a nd doe s  not

10 s pe cify why a  s ta tutory e xce ption s hould a pply for thos e  purpos e s . Appa re ntly, a llowing AP S  this

l l exception would enable  it to use  cash proceeds  from Continuing Long-Term Debt to pay its  on-going

12 ope ra ting e xpe ns e s  a nd to pa y divide nds . We  de cline  to a dopt s uch a  "bla nke t e xce ption" to this

13 s ta tutory la ngua ge  in a  ge ne ra l fina ncing a uthoriza tion. While  the re  ma y be  purpos e s  tha t would

14 jus tify a uthorizing APS  to use  Continuing Long-Te rm De bt to pa y ope ra ting e xpe nse s  or to cha rge  it

15 to  income , thos e  purpos e s  s hould be  e va lua te d e ithe r by cla s s ifica tion or a s  the y occur on a n

16 individua l ba s is .

17 24. S ta ff re comme nds  tha t whe n AP S  e nte rs  into a  s ingle  a gre e me nt/tra nsa ction or a n

18 aggrega te  of s imila r agreements /transactions  or an amendment(s ) to an exis ting agreement(s ) with a

19 s ingle  e ntity in which AP S  incurs  long-te rm de bt e xce e ding $5,000,000 within a  ca le nda r ye a r, tha t

20 AP S  should tile  with Docke t Control within 90 da ys  of the  tra nsa ction or a ggre ga tion of tra nsa ctions

21 of a t least $5,000,000, a  description of the  transaction(s) and a  demonstra tion tha t the  ra tes  and te rms

22  we re  cons is te n t with  thos e  ge ne ra lly a va ila b le  to  compa ra b le  e n titie s  a t the  time . S ta ff's

23 recommenda tion is  reasonable  and we  will adopt it.

24 25. We  find tha t with the  appropria te  conditions  and sa fegua rds  adopted in this  Decis ion,

25 it is  appropria te  to increase  APS ' authorized debt limits  for short-te rm and long-tenn debt a s  se t forth

26  he re in .

27

28 26. AP S  fu rthe r re que s te d  a  de c la ra to ry o rde r tha t con firms  tha t on ly tra d itiona l

Declaratorv Order
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1

2 a nd 40-302 a nd tha t such othe r a rra nge me nts  do not re quire  prior Commiss ion a uthoriza tion a nd do

3 not count a ga ins t the  Continuing Long-Te rm De bt or Continuing S hort-Te rm De bt a uthoriza tions

4 re que s te d in the  a pplica tion.

5 27. S ta ff recommended de nia l of AP S ' re que s t for a  de cla ra tory orde r in its  initia l S ta ff

6  Re port.  Acco rd ing to the  S ta ff Report, APS currently has  two agreements  tha t a re  class ified as  long-

7 te rm debt pe r GA.AP. APS wants  to exclude  those  agreements  from trea tment a s  debt. S ta ff be lieves

8 tha t incurring excess ive  debt is  a  concern, regardless  of the  form the  debt takes , and tha t a  decla ra tory

9 orde r would e xe mpt ce rta in fina ncing a ctivitie s  from a ppropria te  controls  e s ta blis he d by the  long-

10 te rm de bt limita tions  e s ta blishe d by the  Commiss ion. S ta ff be lie ve s  tha t the  point is  to ide ntify de bt

l l as debt, 16 and if the  Company needs additional authorizations, it should seek them.

12 28. APS witne ss  Gomez te s tified tha t a s  a  re sult of changes  in accounting principle s  and

13 inte rpre ta tions , the re  could be  ins tances  whe re  othe r types  of financia l obliga tions  could be  cla ss ified

14 a s  de bt in the  Compa ny's  fina ncia l s ta te me nts  in orde r to comply with GAAP . Exa mple s  include

15 long-te rm powe r purcha s e  a gre e me nts , which , de pe nding upon the  le ngth  a nd na ture  of the

16 agreement, may be  cla ss ified a s  capita l le a se s  and re flected a s  debt on the  ba lance  shee t, and long-

17 te rm fue l s upply contra cts . Ms . Gome z te s tifie d tha t the s e  could pote ntia lly e rode  the  de bt-is s uing

18 ca pa bility of AP S  a nd gre a tly a ffe ct the  a bility of AP S  to pla n its  norma l fina ncing a ctivitie s .

19 29. In  its  Comme nts , AP S  s ugge s te d  the  fo llowing  a dd itiona l p rovis ions  to  "a vo id

20 unintended and pa tently unfa ir consequences" if APS  were  to exceed its  authorized debt limits  sole ly

21 as  a  re sult of future changes in GAAP  or future  cha nge s  in the  inte rpre ta tion of GAAP  (colle ctive ly,

22  "GAAP  cha nge "):

23

24

25

26

27

28

a ) Any contra ct or othe r le ga lly-binding a rra nge me nt to which APS  wa s  a  pa rty a s  of the
da te  of the  Commiss ion's  orde r in this  ma tte r (the "Exis ting Obliga tions "), will not be
cons ide re d  inde bte dne s s  for purpos e s  of the  orde r (includ ing  the  orde r's  de b t
limita tions , common e quity te s t, a nd  de bt s e rvice  cove ra ge  te s t) if the  Exis ting
Obliga tion was not considered indebtedness under GAAP as of such da te ,

b) If a  GAAP  cha nge  s ubs e que ntly occurs  tha t re s ults  in a n Exis ting Obliga tion be ing

16 GAAP status is the determinant for compliance filings and how the condition test for issuance of debt or equity is
calculated. TR p. 190.

11 De cis ion No. 69947
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1

2

4

5

6

7

re cla s s ifie d a s  inde bte dne ss , AP S  will notify the  Commiss ion of such GAAP  Cha nge
within 30 days  a fte r APS  file s  its  Qua rte rly Report on Form 10-Q or its  Annua l Report
on Form 10-K with the  Securitie s  and Exchange  Commiss ion following the  end of the
fisca l qua rte r in which such GAAP Change  occurs  (the "Notifica tion P e riod");

c) If, a fte r the  Commis s ion 's  is s ua nce  of a n. orde r in  th is  ma tte r, AP S  e nte rs  in to  a
contract or binding a rrangement tha t is  not cons ide red indebtedness  unde r GAAP but
s ubs e que n tly is  cons ide re d  inde b te dne s s  be ca us e  o f a  GAAP  Cha nge , AP S '
obliga tions  under such contract or a rrangement will not be  considered indebtedness  for
purposes  of this  orde r (including the  orde r's  debt limita tions , common equity te s t, and
de bt s e rvice  cove ra ge  te s t) until furthe r Commiss ion a ction, if within the  Notifica tion
Period, APS :tile s  an applica tion with the  Commiss ion. specifica lly reques ting approva l
of such re cla ss ifie d de bt obliga tions ."

In response, Staff agreed that future changes in GAAP could have unintended

9 consequences as they pertain to the Staff conditions, and mddng provisions to avoid such unintended

8 30.

10 consequences is prudent. Staff had no objection to: establishment of a "Notiiicadon Period"

11 consistent with APS' proposal; and exempting from debt, for purposes of applying the conditions for

12 ~issuances of debt, (1) existing legally-binding arrangements that are not considered indebtedness

13 under GAAP as of the effective date of this Decision and (2) future legally-binding arrangements that

14

15

1 6

17

18
r

1 9

are not considered indebtedness under GAAP on their effective dates but that subsequently become

indebtedness under GAAP due to changes in GAAP, until further Commission action if APS tiles an

application..within the Notification Period that specifically requests a decision regarding' whether to

include or exclude the ob1igation(s) that are subject to the GAAP change in calcdations for purposes

of applying the conditions for issuance of debt that are established in this Decision.ls

31 I

20

We  a gre e  with S ta ff tha t APS ' re que s t for a  de cla ra tory orde r should be  de nie d. The

purpos e  of long-te rm de bt limits  would be  frus tra te d if AP S  could s tructure  the  form of its  de bt to

21 avoid those limits. However, while we disagree that a declaratory order is necessary or appropriate at

22 this time, we agree with APS that future changes 'm GAAP or its interpretation may have unintended

23 collateral. effects on APS' ability to issue debt pursuant to this order. We find that APS' alternative

24

25

26

proposal, as agreed to by Staffs that establishes a process where an application can be filed with the

Commission during the notification period, allowing the Commission to make a determination

whether the "now GAAP" arrangements/obligations should fall under the limits and conditions of this

27

28 "'staffEx11ibit n0. Fox Direct,p. 6,TR pp. 162-166.
17 APS Exhibit No. z, Comments  pp. 7-8.
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1 Decis ion, is  a  good solution and will adopt it.

2 Mortga ge /Se c uritv In te re s ts

3 32. AP S  re de e me d the  la s t of its  s e cure d de bt in April, 2004. P rior to the n, AP S  ha d

4 is s ue d de bt tha t wa s  s e cure d  by s ubs ta ntia lly a ll of the  prope rty of AP S , purs ua nt to  its  1946

5 Mortga ge  a nd De e d of Trus t. According to AP S , the  1946 Mortga ge  did not re fle ct curre nt ma rke t

6 s tandards  for utility secured bond indenmres  and conta ined res trictive  covenants , so by e limina ting it,

7 AP S  ha s  ha d gre a te r fina ncia l fle xibility. AP S  witne s s  Gome z te s tifie d tha t the re  ma y come  a  time

8 when it is  advantageous  for APS to ente r into a  new mortgage  or othe r security agreements  and once

9 a ga in is s ue  s e cure d de bt. The  s e curity could cons is t of a  mortga ge  or lie n, or a  le tte r of cre dit of a

10 third pa rty, bond purcha s e  a gre e me nt, or othe r s e curity ins trume nt. The re fore , AP S  is  re que s ting

l l a uthoriza tion  to  e nte r in to  a  ne w mortga ge  a nd de e d of trus t tha t e s ta blis he s  a  lie n  on  a ll or

12 subs ta ntia lly a ll of the  Compa ny's  prope rty, including a fte r-a cquire d prope rty, a nd a uthority to e nte r

13 into separa te  security instruments  for one  or more  particular debt issuances.

14 33. , S ta ff re comme nde d tha t the  Commiss ion gra nt a uthoriza tion for AP S  to (1) conduct

15 the  a ctivitie s  e nume ra te d in the  a pplica tion tha t a re  ne ce s s a ry to s e cure  a nd ma inta in de bt; (2) to

16 de te rmine  the  form of s e curity, if a ny, for the  continuing long-te rm de bt a nd the  continuing s hort-

1 7  te rm de bt, e xe cute  a nd de live r the  s e curity ins trume nts , a nd e s ta blis h and amend the  te rms  a nd

18 provis ions  of the  se curity ins trume nts , a s  ma y be  de e me d a ppropria te  by APS  in conne ction with the

19 long-te rm debt and the  short-te rm debt; and (3) to pay a ll re la ted expenses , a ll a s  contempla ted in the

20 a pplica tion a nd ba the  e xhibits  a nd te s timony.

21 34. We  a gre e  with APS  a nd S ta ff tha t APS  should ha ve  the  fle xibility to e nte r into a  ne w

22 mortga ge  or othe r s e curity a gre e me nts  a nd once  a ga in is s ue  s e cure d de bt. Howe ve r, we  find tha t

23 AP S  s hould Ma ke  a n informa tiona l filing a s  a  complia nce  filing in this  docke t whe n a nd if it e nte rs

P WCC Gu a ra n te e

24 into a new mortgage and deed of trust.

25

26 35.

27

28

APS witness Gomez testified that from time to time, it may be advantageous for

1 3 Decision No. 69947
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1

2

3

4

5

6

7

8

PWCC to gua ra nte e  de bt is sue d, incurre d or sold by Aps ." The  Joint Applica tion re que s ts  e ithe r a n

ongoing wa ive r of A.A.C. R14-2-80320 or a lte rna tive ly, tha t the  Commis s ion e xpre s s ly gra nt to

PWCC the  authority to gua rantee  APS ' debt from time  to time  in inde te rmina te  amounts . APS seeks

a uthoriza tion to re imburs e  P WCC for a ny a mounts  tha t P WCC is  re quire d to pa y unde r a ny s uch

gua ra nte e , a long with inte re s t until the  da te  of re imburse me nt, a t a  ra te  not gre a te r tha t the  ra te  of

inte re s t payable  on the  debt gua ranteed and pa id by PWCC. According to the  Joint Applica tion, the

purpose  of any guarantees  by PWCC would be  to a llow APS to achieve  grea te r access  to the  financia l

marke ts .

9

1 0

1 1

12

1 3

1 4

36. S ta ff re comme nde d de nia l of P WCC's  re que s t for a  wa ive r of A.A.C. R14-3-803 but

re comme nde d a uthoriza tion for P WCC to gua ra nte e  AP S ' de bt from time  to tilne  in inde te rmina te

amounts . S ta ff a lso recommended authoriza tion for APS  to re imburse  PWCC for debt se rvice  cos ts

pa id by PWCC on be ha lf of APS  in conjunction with the  provis ion of gua ra nte e s  of APS  de bt a nd a

cost of money on those  payments  not to exceed tha t of the  underlying loan(s).

37. We  agree  with S ta ff tha t a  blanke t wa ive r of A.A.C. R14-2-803 is  not appropria te , but

15 tha t a llowing PWCC to guarantee  APS ' debt in order for APS to access  debt on more  favorable  te rms

16 would be ne fit AP S  ra te pa ye rs . We  find tha t AP S  s hould be  a uthorize d to re imburs e  P WCC for

17 re a s ona ble  de bt s e rvice  cos ts , toge the r with the  cos t of mone y on thos e  pa yme nts  a t a  ra te  not to

18 exceed tha t of the  unde rlying loan(s ). APS should make  an informa tiona l tiling a s  a  compliance  tiling

19 in this  docke t when and if PWCC gua rantee s  APS debt.

20 CONCLUS IONS  OF L AW

2 1 1.

22

Arizona  Public Se rvice  Company is  a  public se rvice  corpora tion within the  meaning of

23 2-804.

24

25

26

27

28

19 If APS were to be rated non-investment grade by at least one rating agency, the new Securities and Exchange rules
require a parent guarantee in order for APS to use the expedited rules that allow it easier access to the capital markets.
TR, pp. 34, 70-76. PWCC does not intend to guarantee APS debt unless APS is downgraded. TR p.76.
to A.A.C. R14-2-803 requires notice to the Commission of reorganizations by a public utility holding company such as
PWCC and includes the acquisition or divestiture of a financial interest in an affiliate or a Class A utility such as APS, as
limited by Commission Decision No. 58063 (November 3, 1992) to increases or decreases to existing financial interests
in excess of a specified exempt amount (now $150 million for APS and PWCC, TR p. 91).
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1 The  Commis s ion ha s  juris diction ove r Arizona  P ublic S e rvice  Compa ny a nd the

2 s ubje ct ma tte r of the  a pplica tion.

Notice  of the  applica tion and hea ring were  provided in accordance  with the  law.3

4 The  J oint Applica tion s hould be  a pprove d cons is te nt with the  Dis cus s ion, Ana lys is ,4.

5 and Findings  of Fact he re in.

The  fina ncing with  the  conditions  a pprove d he re in  is  for la wful purpos e s  with in6 5.

7

8

9

10

11

1 2

1 3

1 4

1 5

1 6

1 7

Arizona  P ublic S e rvice  Compa ny's  corpora te  P owe rs , is  compa tible  with the  public inte re s t, with

sotuid fina ncia l pra ctice s , a nd with the  prope r pe rforma nce  by Arizona  P ublic S e rvice  Compa ny of

s e rvice  a s  a  public s e rvice  corpora tion, a nd with the  conditions  a pprove d he re in, will not impa ir

Arizona  Public Se rvice  Company's  ability to pe rform tha t se rvice .

6. The  fina ncing with the  conditions  a pprove d he re in is  for the  purpos e s  s ta te d in the

a pplica tion a nd is  re a sona bly ne ce s sa ry for those  purpose s  a nd such purpose s , othe r tha n those

re la ting to the  is s ua nce  or incurre nce  of Continuing S hort-Te rm De bt, a re  not, wholly or in pa rt,

reasonably chargeable  to operating expenses or to income.

7. The  fina ncing with the  conditions  a pprove d he re in will not impa ir the  fina ncia l s ta tus

of the  public utility, othe rwise  prevent it from a ttracting capita l a t fa ir and reasonable  te rms , or impa ir

the  ability of the  public utility to provide  sa fe , reasonable  and adequa te  se rvice .

1 8 ORDER

IT IS  THEREFORE ORDERED tha t Arizona  P ublic S e rvice  Compa ny is  he re by a uthorize d

20 (i) to is sue , s e ll, a nd incur the  Continuing Long-Te rm De bt (de fine d a s  a ll long-te rm inde bte dne s s

21 (including current ma turitie s ) outs tanding on the  e ffective  da te  of this  Decis ion or the rea fte r issued or

22 incurred pursuant to this  Decis ion, not to exceed $4.2 billion for any pe riod of more  than thirty days)

23 a nd the  Continuing S hort-Te rm De bt, a s  s uch te rm is  de fine d be low, re de e m, re fina nce , re fund,

1 9

24
re ne w, re is sue , roll-ove r, re pa y, a nd re -borrow firm time  to time  such Continuing Long-Te rm De bt

2 5 o I . I •
a nd  Continu ing  S hort-Te rm  De bt, a nd  e s ta b lis h  a nd  a m e nd the  te rm s  a nd  provis ions  of long-te rm  a nd

2 I in ,
6 s h o rt-te rm  in d e b te d n e s s  fro m  tim e  to  tim e ,  (1 1 ) to  d e te rm in e  th e  fo rm  o f s e c u rity,  if a n y,  fo r th e

2 l 9
7 C o n tin u in g  Lo n g -Te rm  De b t a n d  th e  C o n tin u in g  S h o rt-Te rm  De b t,  e xe c u te  a n d  d e live r th e  S e c u rity

28

2.

3.

15 Decis ion No . 69947



DOCKET NO. E-01345A-06-0779

1 Instruments, and establish and amend the terms and provisions of the Security Instruments, as may be

2 deemed appropriate by Arizona Public Service Company in connection with the Continuing Long-

3 Term Debt and the Continuing Short-Term Debt, and (iii) to pay all related expenses, all as

4 contemplated in the Application and by the exhibits and testimony presented during the hearing in

5 this matter.

6 IT IS FURTHER ORDERED that Arizona Public Service Company is authorized to issue

7 short-term debt at any time and from time to time (excluding current maturities of long-term debt) in

8 an amount not to exceed seven percent (7%) of Arizona Public Service Company's capitalization plus

9 up to an additional $500 million. The amount of the short-term debt issued in excess of seven percent

10 (7%) of Arizona Public Service Company's capitalization shall be used for purchases of natural gas

11 and power. (All short-term indebtedness outstanding on the date of this Order or hereafter issued or

12 incurred pursuant to this paragraph is referred to as "Continuing Short-Term Debt.")

13 IT IS FURTHER ORDERED that prior to the issuance or incurrence of short-term debt in

14 excess of seven percent (7%) of Arizona Public Service Company's capitalization (up to $500 million

15 relating to purchases of natural gas and power), Arizona Public Service Company must have a

16 Commission authorized adjustor mechanism for recovery of natural gas or power purchases and, if

17 such mechanism is terminated, the authorization for the additional $500 million of short-term debt

18 will terminate 12 months thereafter.

19 IT IS FURTHER ORDERED that if all or a portion of the authorized short-term debt relating

20 to natural gas and power purchases becomes classified as long-term debt because the amount remains

21 outstanding for more than 12 months, such debt will continue to be counted as Continuing Short-

22 Term Debt and should not be counted against the Continuing Long-Term Debt limit.

23 IT IS FURTHER ORDERED that immediately subsequent to the issuance of any Continuing

24 Long-Term Debt:

25

26

2 7

28

(a ) Arizona  P ublic S e rvice  Compa ny mus t ha ve  a  minimum common e quity ra tio

of forty pe rce nt (40%) (the  "Common Equity Te s t"). For purpos e s  of this  te s t, the

common e quity ra tio is  ca lcula te d a s  common e quity divide d by the  s um of s uch
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common e quity a nd Arizona  P ublic S e rvice  Compa ny's  long-te rm de bt (including

curre nt ma turitie s  of long-te rm de bt). The  Common Equity Te s t will be  ca lcula te d

us ing the  mos t re ce nt a udite d fina ncia l s ta te me nts  a va ila ble  prior to  the  da te  of

ca lcula tion, adjus ted to give  e ffect to the  issuance  of any new indebtedness  (including

the  proposed indebtedness  for which the  ca lcula tion is  be ing made).

(b) Arizona Public Service Company's debt service coverage ratio ("DSC") must

be equal to or greater than 2.0. For purposes of this test, the DSC is calculated as

operating income plus depreciation and amortization plus income tax, divided by

interest on short-term and long-term debt, using the most recent audited financial

statements adjusted to reflect the interest impact of changes to outstanding debt to the

date of calculation, calculated as the annualized interest at the actual interest rate on

any new debt issued after the 12 month period covered by the applicable audited

financial statements and remaining outstanding on the date of calculation and further

including, for purposes of this calculation, the annualized interest at the expected

interest rate on the new long-term debt to be issued or incurred and for which the DSC

calculation is being made.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

IT IS  FURTHER ORDERED tha t cha nge s  in Unite d S ta te s  ge ne ra lly a cce pte d a ccounting

principle s  ("GAAP ") or cha nge s  in the  inte rpre ta tion of GAAP  (colle ctive ly, "GAAP  Cha nge s ") s ha ll

be  tre a te d a s  follows : a ny contra ct or othe r le ga lly-binding a rra nge me nt to which Arizona  P ublic

Service  Company is  or becomes a  pa rty (each, an "Obliga tion") will not be comide re dinde bte Me s s

for purpos e s  of this  Orde r, including the  Continuing Long-Te nn De bt limit, the  Continuing S hort-

Te rm De bt limit, the  Common Equity Te s t, a nd the  DS C, until furthe r Commiss ion a ction, if (a ) the

Obliga tion wa s  not cons ide re d inde bte dne s s  unde r GAAP  a s  of the  da te  Arizona  P ublic S e rvice

Company became  a  pa rty to the  Obliga tion; (b) a  GAAP Change  subsequently occurs  tha t re sults  in

the  Obliga tion be ing cons ide re d inde bte dne s s  for purpos e s  of GAAP ; (c) Arizona  P ublic S e rvice

Compa ny notifie s  the  Commis s ion  of the  GAAP  Cha nge  tha t re s u lts  in  the  Obliga tion  be ing

cla ss ified a s  indebtedness  for GAAP purposes  within 30 days  a fte r Arizona  Public Se rvice  Company
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l file s  its  Qua rte rly Re port on Form 10-Q or its  Annua l Re port on Form 10-K with the  S e curitie s  a nd

2 Excha nge  Commis s ion following the  e nd of the  fis ca l qua rte r in which s uch GAAP  Cha nge  occurs

3 (the  "Notifica tion P e riod"); a nd (d) within the  Notifica tion P e riod, Arizona  P ublic S e rvice  Compa ny

4 file s  a n a pplica tion with the  Commis s ion s pe cifica lly re que s ting a  de cis ion re ga rding whe the r s uch

5 re cla s s ifie d Obliga tion s hould be  include d in, or e xclude d from, the  Continuing Long-Te rm De bt

6 limit, the  Continuing S hort-Te rm De bt limit, the  Common Equity Te s t, a nd the  DS C ca lcula tion.

7 IT IS  FURTHER ORDERED tha t the  a uthoriza tions  to incur s hort-te rm a nd long-te rm de bt

8 obliga tions  provided in this  Orde r sha ll replace  a ll exis ting authoriza tions  for the  incurrence  of short-

9 te rm a nd long-te rm de bt, a nd a ll such e xis ting a uthoriza tions  sha ll te rmina te  upon the  e ffe ctive  da te

10 of this  Orde r. Notwiths ta nding the  a bove , the  Commiss ion's  De cis ion No. 55120 (July 24, 1986) a nd

l l De cis ion No. 55320 (De ce mbe r 5, 1986) (the  "Sa le -Leaseback Authoriza tions") will re ma in  in  fu ll

12 force  a nd e ffe ct.

13 IT IS  FURTHER ORDERED tha t the  short~te rm a nd long-te rm de bt le ve ls  a uthorize d in this

14  Orde r will te rmina te  on  De ce mbe r 3  l,  2012 , p rovide d  tha t a ll s hort-te rm a nd  long-te rm de b t

15 outs tanding a t December 31, 2012 tha t was  previous ly authorized pursuant to the  Order sha ll remain

16 a uthorize d a nd va lid  obliga tions  of Arizona  P ublic S e rvice  Compa ny. The  De ce mbe r 31, 2012

17 te rmina tion da te  will be  extended for Continuing Short-Te rm Debt until the  Commiss ion is sues  a  new

18 fina ncing orde r re pla cing the  the n-e xis ting orde r, provide d tha t (a ) Arizona  P ublic S e rvice  Compa ny

19  file s  a n  a pp lica tion  fo r a  ne w fina nc ing  o rde r on  o r be fo re  De ce mbe r 31 , 2011  a nd  (b ) the

20 Commission has not issued an order pursuant to such applica tion on or before  December 31, 2012.

21 IT IS  FURTHER ORDERED tha t on e a ch occa s ion whe n Arizona  P ublic S e rvice  Compa ny

22 ente rs  into a  new long-te rm debt agreement, Arizona  Public Se rvice  Company mus t file  MM Docke t

23 Control a s  a  compliance  item in this  docke t, a  description of the  transaction and a  demonstra tion tha t

24 the  ra te s  a nd te rms  a re  cons is te nt with those  ge ne ra lly a va ila ble  to compa ra ble  e ntitie s  a t the  time .

25 No such filing need be  made  for any such new long-te rm debt agreement tha t has  a  principa l va lue  of

26 le s s  tha n $5 million within a  ca le nda r ye a r for (a ) a ny individua l a gre e me nt or tra nsa ction or (b) the

27 aggrega te  of s imila r agreements  or transactions  Mth a  s ingle  entity.

28
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1 IT IS  FURTHER ORDERED tha t in the  e ve nt tha t Arizona  P ublic S e rvice  Compa ny e nte rs

2 into a  ne w mortga ge  a nd de e d of trus t, Arizona  P ublic S e rvice  Compa ny s ha ll tile  docume nta tion

3  with  Docke t Con tro l a s  a  complia nce  filing  in  th is  docke t with in  60  da ys  o f e n te ring  in to  the

4 mortga ge  or de e d of trus t.

5 IT IS  FURTHER ORDERED tha t Arizona  P ublic S e rvice  Compa ny is  he re by a uthorize d to

6 s ign and de liver such documents  and to engage  in such acts  as  a re  reasonably necessary to e ffectua te

7 the  authoriza tions  granted he re inabove .

8 IT IS  FURTHER ORDERED th a t th e  p u rp o s e s  fo r wh ich  th e  p ro p o s e d  is s u a n ce s  o f

9  Continuing Long-Te rm De bt a nd the  Continuing S hort-Te rm De bt a re  he re in  a uthorize d a re  to

10  a ugme nt the  funds  a va ila b le  from a ll s ou rce s  to  fina nce  Arizona  P ub lic  S e rvice  Compa ny's

l l cons truction, re s ource  a cquis ition a nd ma inte na nce  progra ms , to re de e m or re tire  outs ta nding

12 s e curitie s , to re pa y or re fund othe r outs ta nding long-te rm or s hort-te rm de bt a nd to us e  Continuing

13 S hort-Te rm De bt to me e t ce rta in of Arizona  P ublic S e rvice  Compa ny's  worldng ca pita l a nd odde r

14 ca s h re quire me nts  a nd s uch purpos e s , othe r tha n thos e  re la ting to the  is s ua nce  or incurre nce  of

15 Continuing Short-Te rm Debt, a re  not, wholly or in pa rt, re a sonably cha rgeable  to ope ra ting expense

16 or to  income .

17 IT IS  FURTHER ORDERED tha t P inna cle  We s t Ca pita l Corpora tion is  he re by a uthorize d

18 unde r A.A.C. R14-2-803 to gua ra nte e  Arizona  P ublic S e rvice  Compa ny's  inde bte dne ss  from time  to

19 time  in inde te rmina te  a mounts . Arizona  P ublic S e rvice  Compa ny is  he re by a uthorize d to re imburse

20 P inna cle  We s t Ca pita l Corpora tion for a ny re a s ona ble  a mounts  pa id by P inna cle  We s t Ca pita l

21 Corpora tion unde r any gua rantee  of Arizona  Public Se rvice  Company's  debt from time  to time , a long

22 with inte res t the reon to the  da te  of re imbursement a t a  ra te  of inte res t not grea te r than the  ra te  payable

23 on the  debt so guaranteed and paid by Pinnacle  West Capita l Corpora tion.

24 IT IS  FURTHER ORDERED tha t in  the  e ve n t tha t P inna cle  We s t Ca p ita l Corpora tion

25 guarantees  debt of Arizona  Public Se rvice  Company, Arizona  Public Se rvice  sha ll file  documenta tion

26 with Docke t Control a s  a  complia nce  filing in this  docke t within 60 da ys  of the  gua ra nte e .

27 IT IS  FURTHER ORDERED tha t Arizona  P ublic S e rvice  Compa ny s ha ll us e  the  proce e ds

28 from debt incurred pursuant to this  authoriza tion only for the  purposes  se t forth he re in.
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Commis s ion to be  a ffixe d a t the  Ca pitol, in the  City of P hoe nix,
2007.

IN  W IT N E S S  W H E R E O F ,  1 ,  D E AN  s .  MILLE R ,  In t e r im
E xe c u tiv e  Dire c to r o f th e  Ariz o n a  C o rp o ra tio n  C o m m is s io n ,
ha ve  he re unto  s e t m y ha nd a nd ca us e d the  offic ia l s e a l of the

this 3 0 day of
4:

/bl VDEA . MIL
INTERIM EXECUTIVE DIRECTOR

DIS S E NT

DIS S E NT

699472 0 DECIS ION no.
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1 IT  IS  F UR THE R  O R DE R E D th a t  a p p ro v a l o f th e  fin a n c in g  s e t  fo r th  h e re in  d o e s  n o t

2 cons titu te  or im ply a pprova l or d is a pprova l by the  Com m is s ion of a ny pa rticula r e xpe nditure  of the

3 proce e ds  de rive d the re by for purpose s  of e s ta blishing jus t a nd re a sona ble  ra te s .

4 IT IS  FURTHER ORDERED tha t this  De cis ion s ha ll be com e  e ffe c tive  im m e dia te ly.

5 BY O R DE R  O F  THE  AR IZO NA C O R P O R ATIO N C O MMIS S IO N.
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